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EDITORIAL DEPARTMENT NOTE 


Wartime statutes and tions have presented accountants with a multi- 
tude of problems not the least of which is the manner of giving effect to 
these matters in the financial statements. Renegotiation, contract termina- 
tions, income and excess profit taxes, and wage and salary stabilization have 
Rie Ri a problem as to the extent of disclosure to be made in the statements. 

Rittler has done a painstaking job in the first paper of the current 
issue of the Bulletin in presenting to members the results of his studies and 
observations. 

Edward S. Rittler was born in New Orleans, Louisiana, and educated at 
Loyola University. He is-a Certified Public Accountant of Louisiana, a 
Chartered Accountant of Manitoba, Canada, and has practiced public 
accounting from 1918 to the present time. He has been a Partner in the 
firm of Moses, Rittler & Dienes since 1931. He is President of the State 
Board of Certified Public Accountants of Louisiana, member of the Council 
of the American Institute of Accountants, and a Past President of the 
Louisiana Society of Certified Public Accountants. Mr. Rittler is a charter 
member of the New Coes one N. A. C. A., member of the American 
Institute of Accountants, Lou iana Society of Certified Public Accountants, 
and the Dominion Asescietien of of Chartered Accountants. 

The second article of the current issue addresses itself strictly to the type 
of questions which cost accountants, once the war emergency has passed, 
are only too eager to tackle i Mr. Hiil has some sound advice to 
offer as to the fundamentals of cost control. He stresses particularly the 
application of budgetary control, of the accounting system, 
recognition of the proper elements of cost, and of proper departmentalization. 

Malcolm F. Hill duated from the rton School of the University 
of Pennsylvania. After graduation he was employed by the General Electric 

pany in its manufacturing, and general accounting departments on 
accounting, manufacturing and educational assignments. Before rejoining 
Mr. Gaateer in 1944, Mr. Hill was for five years an Assistant Comptroller 
of Oliver Farm Equipment Company (now Oliver Corporation). His work 
included responsibili - ¢ for factory operating controls, plant audits, WPB 
material controls and production limitations, market research, and commer- 
cial planning. Mr. Hill is now a Senior Consultant with Fred V. Gardner 
& Associates of Milwaukee, Wis. He is a member of the Chicago Chapter 
and has been a speaker before numerous chapters of the N. ACA He 
has also conducted classes in various aspects of cost control in the evening 
divisions of Northwestern University and the University of Wisconsin. 


Articles published in the Bulletin present many different viewpoints. In 

is Peeniatite to provide for its members material which will be helpful 
and stim ructive comments are welcomed and will be pub- 
fished in the Fesum Section of the 
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FINANCIAL STATEMENTS 


By Edward S. Rittler, Partner, 
Moses, Rittler, & Dienes, 
New Orleans, La. 


T is perhaps a truism to state that most of our current account- 
ing problems have their origin in legislation growing out of 
the war. This legislation has transformed our accustomed 
methods of doing business from a free and unrestricted state of 
competitive effort to one of control and regulation by government 
authority. No longer is it possible to buy and sell, manufacture 
and distribute, articles of commerce according to the policy, judg- 
ment, and resources of individual enterprise ; almost every act of 
business today is subject to scrutiny by some government agency 
delegated to administer the law governing the employment of 
labor, the purchase of materials, price of goods, or any one of a 
host of business activities. 

Because these laws have been enacted to assist in prosecuting 
the war and in maintaining our economy during wartime, it is 
reasonable to assume that they will be repealed or permitted to 
lapse on the return of peace. While the problems which these 
laws engender, therefore, are of present concern, their interest 
will become largely historical when the country returns to its 
normal pursuits. As long as business is subject to these laws, 
consideration of the financial problems which they generate will 
have to be given by accountants so that the statements which they 
prepare will properly inform stockholders, creditors, management, 
and the various governmental agencies. 


Effect of Wartime Problems on Financial Statements 


As accounting is not an exact science, the problem of correctly 
expressing in financial statements the monetary effect of these laws 
is one of great difficulty. This is particularly so where the determi- 
nation of the results of certain transactions or .actions is depend- 
ent upon their future review by administrative agencies and inter- 
pretations by courts of iaw. Violations, either knowingly or un- 
knowingly made, may subject a concern to, penalties which could 
easily bankrupt it; even estimates predicated on a correct inter- 


1091 


CURRENT PROBLEMS IN THE PRESENTATION OF 


| 
ilti- 
t to 
ina- 
ave 
nts. 
‘ent ‘ 
and 
| at 
a 
lic 1 
the 
ate 
neil 
the 
‘ter 
can 
nts, 
ype . 
sed, 
to 
the 
em, 
on. 
sity 
tric 
on 
ing 
ller 
ork 
PB 
er- 
ner 
ter 
He 
ing 
In 
but 
ful 
b- | 
of 
as 
| 


N. A.C. A. Bulletin 


August 15, 1945 


pretation of the law may have the same effect, if the estimates are 
not determined with a fair degree of accuracy. 

Although financial insolvency may be the result in some cases 
where the law has been violated or where estimates have been in- 
accurately made, in the great majority of cases the effect will be 
to misstate the balance sheet and the profit and loss account. The 
most serious effect would be on the profit and loss account as in- 
vestors are becoming more conscious of the earnings of a coucern 
as an index to the value of its stock, and credit agencies are 
exhibiting more interest than they formerly did in the results of 
operations as a criterion for granting credit. The Treasury 
Department too, has a vital interest in the profit and loss account, 
for, though it does not sow, it does reap, and its share of .the 
harvest may include sometimes not only the entire crop but some 
of the tools of cultivation and harvest as well. 

There are others whose interest in the income statement is 
equally great : labor and management, who may share in the profits ; 
Price Adjustment Boards, which seek refund of unreasonable 
profits ; and stockholders who hope for dividends. 


Necessity for Application of Correct Rules of Accounting Pro- 
cedure 

It is of paramount importance, therefore, that present-day state- 
ments embodying the effect of these wartime laws be prepared 
according to correct rules of accounting procedure. 

These rules of accounting procedure have been evolved over a 
considerable period of time. They are based on the customs of © 
business, the writings of authorities on accounting subjects, re- 
leases by accounting organizations, such as the American Institute 
of Accountants and the National Association of Cost Accountants, 
pronouncements by regulatory bodies, such as, the Interstate Com- 
merce Commission and the Securities and Exchange Commission, 
and by the United States Treasury Department. As a very con- 
siderable number of cases which come before the courts present 
questions involving the determination of income, it is natural for 
the courts to refer to these rules of accounting procedure in order 
to decide what is or what is not income. Since, however, the 
effect of these wartime laws on financial statements may not be 
finally determined until some time in the future, and then only 
1092 
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after protracted litigation, it is incumbent upon the accountant to 
see that the inclusion or the exclusion of certain items of the in- 
come account conforms to correct rules of accounting procedure. 
In the following discussion, I shall deal only with some of the 
accounting problems resulting from major pieces of legislation as 
space limitations do not permit me to cover the whole field of 
wartime legislation. Even in this discussion, I shall have to limit 
myself to what I believe to be the most important propositions. 


War Contract Renegotiation 

Probably no war legislation affecting business has been as much 
subject to controversy as the War Profits Control Act. This law 
was enacted in 1942 and was amended by the Revenue Act of 
1943 for certain procedural changes. The purpose of the act was 
to recapture profits on so-called war contracts deemed to be exces- 
sive. It is not the intention here to discuss the various provisions 
of the act and their effect om the profits of war contractors and 
others subject to the act. Our concern is to determine the account- 
ing procedures that should govern the proper showing of these 
refunds in the financial statements. 

The most authoritative statement on this subject is contained in 
Accounting Research Bulletin No. 21 of the American Institute 
of Accountants. This bulletin analyzes the various situations 
brought about by renegotiation and prescribes rules of accounting 
procedure to be followed in the preparation of financial statements 
so that the effect of the renegotiation may be properly reflected 
therein. These rules, as summarized from the bulletin, are as 
follows: « 

ments for renegotiation refunds where refunds can be reason- 
ably estimated. 

2. Disclosure should be made in financial statements, by 
footnote or otherwise, of the basis upon which such provision 
is made. 

3. If provision is not made, an explanation therefor should 
be given in a footnote to the financial statements. 

4. Where the basis for renegotiation for the current year 
is not the same as that for the previous year, a statement ex- 
plaining the change of basis should be made. 
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pretation of the law may have the same effect, if the estimates are 
not determined with a fair degree of accuracy. 

Although financial insolvency may be the result in some cases 
where the law has been violated or where estimates have been in- 
accurately made, in the great majority of cases the effect will be 
to misstate the balance sheet and the profit and loss account. The 
most serious effect would be on the profit and loss account as in- 
vestors are becoming more conscious of the earnings of a concern 
as an index to the value of its stock, and credit agencies are 
exhibitirig more interest than they formerly did in the results of 
operations as a criterion for granting credit. The Treasury 
Department too, has a vital interest in the profit and loss account, 
for, tho it does not sow, it does reap, and its share of .the 
harvest may include sometimes not only the entire crop but some 
of the tools of cultivation and harvest as well. 

There others whose interest in the income statement is 
equally great : labor and management, who may share in the profits ; 
Price Adjustment Boards, which seek refttind of unreasonable 
profits ; and:stockholders who hope for dividends. 


Necessity for Application of Correct Rules of Accounting Pro- 
cedure 
It is of paramount importance, therefore, that present-day state- 
ments embodying the effect of these wartime laws be prepared 
according to correct rules of accounting procedure. 
These rules of accounting procedure have been evolved over a 


considerable period of time. They are based on the customs of © 


business, the writings of authorities on accounting subjects, re- 
leases by accounting organizations, such as the American Institute 
of Accountants and the National Association of Cost Accountants, 
pronouncements by regulatory bodies, such as, the Interstate Com- 
merce Commission and the Securities and Exchange Commission, 
and by the United States Treasury Department. As a very con- 
siderable number of cases which come before the courts present 
questions involving the determination of income, it is natural for 
the courts to refer to these rules of accounting procedure in order 
to decide what is or what is not income. Since, however, the 
effect of these wartime laws on financial statements may not be 
finally determined until some time in the future, and then only 
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e after protracted litigation, it is incumbent upon the accountant to 

see that the inclusion or the exclusion of certain items of the in- 
Ss come account conforms to correct rules of accounting procedure. 
\- ' In the following discussion, I shall deal only with some of the 
e accounting problems resulting from major pieces of legislation as 
e space limitations do not permit me to cover the whole field of 
\- wartime legislation, Even in this discussion, I shall have to limit 
n myself to what I believe to be the most important propositions. 
War Contract Renegotiation 

Probably no war legislation affecting business has been as much 

: subject to controversy as the War Profits Control Act. This law 
; was enacted in 1942 and was amended by the Revenue Act of 
‘ 1943 for certain procedural changes. The purpose of the act was 

to recapture profits on so-called war contracts deemed to be exces- 
. sive. It is not the intention here to discuss the various provisions ®@ 
' of the act and their effect on the profits of war contractors and 
. others subject to the act. Our concern is to determine the account- 


ing procedures that should govern the proper showing of these | 
refunds in the financial statements. | 
- The most authoritative statement on this subject is contained in 
Accounting Research Bulletin No. 21 of the American Institute 
‘ of Accountants. This bulletin analyzes the various situations 
j brought about by renegotiation and prescribes rules of accounting 
procedure to be followed in the preparation of financial statements 
so that the effect of the renegotiation may be properly reflected 


a 
..: therein. These rules, as summarized from the bulletin, are as 
follows: « 

1. Provision should be made in current financial state- 


, ments for renegotiation refunds where refunds can be reason- | 
ably estimated. 
‘ 2. Disclosure should be made in financial statements, by 
. footnote or otherwise, of the basis upon which such provision 
t is made. 

r 3. If provision is not made, an explanation therefor should ; 
- be given in a footnote to the financial statements. ™ 

. 4. Where the basis for renegotiation for the current year 
: is not the same as that for the previous year, a statement ex- . 
plaining the change of basis should be made. . 
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5. The provision for renegotiation refunds should be 
shown on the balance sheet as a current liability, and such 
provision deducted from sales in the income statement, with 
income and excess profits taxes being computed accordingly. 
An alternative procedure may be followed of showing the 
provision for refund in conjunction with the provision for 
taxes, either as separate items or as a combined amount. 

6. Where the actual refund is greater or less than the 
estimate contained in the financial statements of a previous 
year, the difference should be adjusted to the income state- 
ment of the current year unless distortion would result, when 
the adjustment should be made to the earned surplus account. 


Let us examine the published financial statements of some of 
the representative corporations to see how the problem of renego- 
tiation refunds is reflected therein. A condensed statement of the 
income account of North American Aviation, Inc., and subsidiary 
companies for the y ended September .30, 1943 and 1942, 
shows : 


1943 1942 
Sales and Other Income ..............4. $510,219,651.90 $253,948,523.83 
Deduct : 
421,175,981.96  201,082,643.80 


Administrative and Service Expenses, 
Capital Stock and Franchise Taxes, 
Interest and Miscellaneous Charges. . 6,182,682.97 3,877,372.55 
Provision for: 
Refund in connection with renegotia- 
tion of contracts for war materials 
(before deducting related Federal 
income and excess profits taxes — 
see below; in 1943, less credit for 
State taxes on adjusted net income, 
$544,304.84) (Note 1)............ 45,655,695.16 18,200,000.00 
Federal income and excess profits 
taxes (less such taxes related to 


renegotiation refund) (Note 5)... 25,414,968.38 21,887,666.48 
Contingencies (Note 6)............. 5,000,000.00 1,530,214.69 
$503,429,328.47 $246,577,897.52 
$ 6,790,323.43 $ 7,370,626.31 


Note 1 to the financial statements relating to the provision for 
refunds in connection with renegotiation reads as follows: 
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“Provision has been made for renegotiation of war-material contracts for 
the year ended September 30, 1943, in accordaace with a proposal for settle- 
ment recently made to the Company by representatives of the United States 
Government, with whom the matter has been under discussion for some time. 
Corresponding adjustments have been made in related tax accruals for the 

ear. A formal written renegotiation agreement has not yet been executed, 
but it is the Company’s intention to accept the proposal mentioned above.’ 


In Note 5 to the financial statements, a tabulation as to how the 
provisions for Federal income and excess profits taxes for the two 


years are composed is given as follows: 


1943 1942 


Normal Income Taxes and Surtaxes... $ 5,265,000.00 $ 7,192,000.00 
Excess Profits Taxes (less postwar 


54,477,000.00 28,590,500.00 


Less Federal Income and Excess Profits 
Taxes related to renegotiation refund 
(in 1943, less adjustment of postwar 
refund of excess profits taxes, 


Remainder $ 25,414,968.38 21,887,666.48 


This manner of showing the renegotiation refund permits the 
sales for each year to remain undisturbed, but sets out among the 
items of deductions the gross amount of the refund and the net 
amount of the Federal income and excess profits taxes after deduc- 
tion for the taxes relating to the refund. 


In the balance sheet of this company at September 30, 1943 and 
1942, the liability for refunds arising from renegotiation and 
Federal income and excess profits taxes is set out as follows: 


: 1943 1942 
Amounts payable to the United States 
Government: 
Refund accrued in connection with 
renegotiation of contracts for war 
materials, less tax credits to which 
the Company is entitled under the 
isions of Section 3806 of the 
nternal Revenue Code: 1943— 
1942 —$13,894,883.52 7.748,663.54 4,505,166. 
Federal Income and Excess Profits $ 
Taxes, including the tax credits re- 
ferred to in the item next above..... 67,550,133.36 36,064,830.74 
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In this presentation, the liability for the refund is stated after 
deduction therefrom of the related income and excess profits taxes, 
while the liability for the income and excess profits taxes repre- 
sents the amount of the taxes before renegotiation. 

The financial report of the General Electric Company for the 
year ended December 31, 1943, is prepared according to the re- 
statement method, that is, the figures presented in the 1942 report 
are restated to take into account the results of renegotiation for 
that year. In the comparative income account for the years 1943 
and 1942, the net sales for the year 1942 are shown before provis- 
ion for renegotiation. In a separate comparative statement, how- 
ever, the figures for the year 1942 are given both before and after 
renegotiation, together with the figures for the year 1941 in re- 
spect of which no provision for renegotiation was necessary. As 
this type of presentation is interesting, it is given below: 


After 
renegotia- As 
tion reported 1941 
Sales billed (shipments) ............... $1,047,135 $1,047,135 $679,334 
Provision for voluntary price adjust- 
- ments and “renegotiation” ......... 145,396 69,360 


Costs, expenses, and other charges, 
except those shown separately below. 728,492 728,492 497,254 
173,247 249 182,080 
Depreciation of plant and equipment 23,119 23,119 20,955 
Income irom sales, before provisions 
Income from other sources............ 11,917 11,917 16, 
Total income, before provision shown 


Provision for: 
124,567 193,000 120,000 
(10,156) (17,000) 
2,553 17,000 
116,954 193,000 120,000 
$ 45,081 $ 45,081 $ 57,197 
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In this account the provision for Federal income and excess 
profits taxes and the postwar refund are recomputed on the basis 
of net sales after renegotiation. The net income for the year 1942 
after renegotiation resained the same as the net income before 
renegotiation by the simple expedient of reducing the provision for 
postwar adjustments and contingencies from $17,000,000 to 
$2,553,000. 

The balance sheet of this company at December 31, 1942, given 
in comparison with the balance sheet at December 31, 1943, has 
not been changed to give effect to the renegotiation. A footnote 
appended to the balance sheet contains this explanation: 


“For comparative purposes, the amounts shown are those before “renego- 
tiation” which, as reported to the stockholders in a statement dated January 
10, 1944, resulted in an additional cash payment of $7,603,612, a decrease >. 

843,251 in the estimated post-war tax refund and a reduction in 
rve a. Post-War Adjustments and Contingencies from $17,000,000 
to $2,553,137. 

Other methods of income and balance sheet presentation of re- 
negotiation refunds are undoubtedly employed, but whatever the 
method, the presentation should be clear and explicit and should 


leave no doubt of the effect of the renegotiation. 


War Contract Termination 


Closely related to contract renegotiation is contract termination. 
Under the Contract Settlement Act of 1944, a contractor is entitled 
to fair compensation from the Government on contracts canceled 
by it. The measure of this compensation, generally, is the full 
contract price for all completed units for which the contractor had 
not been previously paid, and the actual cost of work in process 
and materials and supplies and other expenses that can be related 
to the uncompleted portion of the contract. In addition, the con- 
tractor is entitled to reimbursement of expenses incident to the 
cancellation of the contract, and to a reasonable amount of profit. 

In termination claims of small amount, no difficulty should be 
encountered in preparing them and getting them approved in a 
comparatively short period of time. In such cases, no real account- 
ing problem will exist, as the accounts for the year of termination 
will ordinarily reflect the reimbursement or the approval of the 
claims by the Government. However, claims of large amount, may 
require considerable time to prepare, and even after they are sub- 
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mitted to the Government, they may be subject to extended con- 
troversy. The problem then is how to express such claims in year- 
end financial statements when they have not yet been approved, or 
possibly not even prepared. 

- Tt is an axiom of accounting that the accrual of an item is not 
precluded because its amount cannot be determined with exact- 
ness. The circumstances are not many where reasonable estimates 
cannot be made, and these estimates used to determine income and 
financial position. It follows, therefore, that fiscal year statements 
should reflect termination claims against the Government even 
though such claims may not have been prepared formally and the 
amounts are based necessarily on estimate. 

The question of profit accrual next arises. Shall any profit to 
be realized in connection with these claims be taken in the year 
of termination of the contract or in the year when settlement is 
made? Under the Contract Settlement Act, the contractor acquires 
his right to profit when the contract is canceled. The profit refer- 
red to here is not merely the ceiling percentages fixed in the act. 
These profits may be relatively small. The measure of the con- 
tractor’s profit is the difference between the amounts received in 
termination settlement and the inventory or capitalized amounts 
of the items involved. He does not have to resort to litigation to 
secure this right. He may bring his claim to court in an effort to 
secure a greater amount than the Government believes him to be 
entitled to, but the right to collect is inherent in him. It seems 
then that any profit on the termination of a government contract 
should be taken up in the year in which it was terminated by the 
Government. 

This position has apparently been taken by the Treasury De- 
partment. In one of its recent decisions (T.D. 5405), it has re- 
vised its regulations to provide that a taxpayer on the accrual basis 
shall include income on contract termination in the year in which 
the effective date of the termination occurs. However, costs, 
expenses, or losses of a subsequent year recovered in the claim 
are to be reported as income in such subsequent year. The proper 
procedure of stating these claims in the income account would 
appear to include them in sales on the theory that they are, in 
effect, sales of finished and partly finished goods. Any other 
treatment would involve intricate and arbitrary adjustments to 
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other accounts, such as cost of sales, other income, and possibly, 
surplus account. A claim for post-termination expenses incurred 
in a subsequent year, however, should be included in other income 
or be applied to reduce expenses of that year. 

If the claim is for reimbursement of facilities or for items which 
have been capitalized, then good accounting procedure would sug- 
gest that any difference between the amount of the claim and the 
book value of the facilities or capitalized items be stated in the 
section of the income account following the determination of the 
operating profit. 

The position in the balance sheet of termination claims depends 
upon whether or not they are determined to be completed trans- 
actions. Ordinarily there would seem to be no good reason why 
a claim against the Government should not be shown among the 
current assets as its payment is expected within a reasonable period 
and it conforms in all other respects to current receivables. If, 
however, the claim is based on an incomplete transaction, as where, 
for instance, the Government is to take over certain capitalized 
facilities of the contractor and arrangements for such taking over 
are not completed at the balance sheet date, then the claim should 
be stated in the fixed asset section of the balance sheet or in the 
section titled “Other Assets.” 

In the published balance sheet of Deere & Company at October 
31, 1943, termination claims of $1,238,787.24 are set out as such 
under the title of notes and accounts receivable in the section of 
current assets. Likewise, in the balance sheet of the Curtiss 
Wright Corporation at December 31, 1943, these claims are listed 
as “Claims against the United States Government for Termination 
of Contracts” in the amount of $3,410,516.00 as the last item in 
the current assets section. This presentation by two representative 
companies indicates what will be the accounting treatment of these 
claims in the balance sheet. Contract termination, however, has 
not proceeded sufficiently to present examples from current cor- 
porate statements of the manner of classifying claims of varied 
nature in the income account and balance sheet. 


Income and Excess Profit Taxes 


The Federal income and excess profits tax act of 1942 as amend- 
ed in 1943 is primarily a war measure designed to collect from 
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business the funds needed for the war effort. Its intricate provi- 
sions not only affect the income of a current year, but the incomes 
of past and future years as well. Problems of major importance 
arise, therefore, in the presentation of financial statements, of the 
liability to the Government for these taxes and their disposition 
in the income accounts. 

A fundamental rule of accounting procedure requires that all 
liabilities which can be reasonably determined be stated in the 
accounts. The liability for income and excess profits taxes is no 
exception to this rule. Even though provisions of the act are 
obscure and may depend upon later rulings of the Commissioner 
and interpretation by the courts for their precise meaning, never- 
theless, it is incumbent on business to give proper expression of 
its liability for these taxes in its financial statements. 

So far as the income account is concerned, it has become the 
customary method to show the deduction for income and excess 
profits taxes after all other deductions from income have been 
made. This is done, possibly, on the theory that regardless of 
what relationship these taxes bear to specific items of income and 
deductions, the tax is a partition with the Government of the net 
profit-of the business. That this theory is not unchallenged is 
evidenced by statements of representative corporations which 
allocate to certain items in the income account the proportion 
which relates directly to these items. 

A counterpart of the excess profits tax is the postwar refund, 
which is to be made to business after cessation of hostilities. The 
consensus of accountants is that this claim against the Govern- 
ment is to be likened to a loan, and it should act as a reduction 
of the excess profits tax in the income account so that the net 
income for a period may not be understated to that extent. How- 
ever, the argument is made by some that the receipt of this refund 
is subject to so many contingencies that it should not be expressed 
in the income account but should preferably be shown in some 
reserve account. 

A few examples of the presentation of income and excess 
profits taxes in the published accounts of representative corpora- 
tions will serve as illustration. The following is taken from the 
statement of consolidated income of the American Car and Foun- 


dry Company for the year ended April 30, 1944: 
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Net Earnings before Provision for 

(estimated) Federal Income Taxes... $ 23,019,601.57 
Deduct—Provision for (estimated) Fed- 

eral Income and Excess Profits Taxes: 


Normal Income Tax ...........-e+00- $ 2,267,000.00 
19,112,300.00 
Less: Postwar Credits (estimated) on 
Excess Profits Tames 1,684,530.00 17,427,770.00 
Net Earnings Carried to Surplus......... $ 5,591,831.47 


An illustration of the method of allocating the tax to particular 
classes of income is given in the consolidated income account of 
E. I. DuPont DeNemours & Company for the six months ended 
June 30, 1944, as follows: 


14,358,443 
Less: 

Cost of Goods Sold and Other Operating Charges (ex- 
clusive of charges shown separately below)........... 193,352,824 
Selling, General and Administrative Expenses.......... 23,891,365 
Provision for Depreciation and Obsolescence........... 15,953,767 


Provision for Federal Taxes on Operating Income 
ae portion) and for Liability with respect to 


enegotiation of War Materials Contracts.......... 65,455,000 

Other Income: 

Dividends from General Motors Corporation Common 

Income from Investment in Controlled Companies not 
Miscellaneous Other 1,483,690 
16,691,759 

Less—Provision for Federal Taxes on Other Income 


We shall consider next the position of the liability for income 
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and excess profits taxes in the balance sheet. 

The liability for the full amount of the taxes, either actually 
determined or estimated, naturally should be stated among the 
current liabilities. As a matter of fact, this liability is usually 4e 
largest that a company has to liquidate, and it is known in some 
cases that large loans had to be effected to liquidate it. On the 
other hand, the postwar refund is not considered a current asset, 
as its collection, if finally effected, will not be until some future 
indeterminate date. - It is, therefore, shown below the current 
assets either as a separate item or grouped with other assets. It 
is not deemed necessary to present methods of balance sheet illus- 
tration of this item, as the accounting principles involved are rela- 
tively simple. 

I shall not do more than mention some of the many other prob- 
lems connected with the presentation of income and excess profits 
taxes in financial statements. One of these major problems is 
encountered when taxes are computed or recomputed under the 
carry-back and carry-forward provisions of the law. How shall 
the income account be stated for a year whose income has been 
benefited by loss carry-overs of previous years? Shall the income 
be shown after provision for taxes computed on that income be- 
fore its reduction by a loss carry-over and an offsetting adjust- 
ment be made to the surplus account for the years which produced 
the benefit? Should the income presentation be made for all of 
the years affected, allocating to loss years their proportion of the 
tax reduction? 

In the presentation of the financial statements of a partner- 
ship, shall the accounts be stated without inclusion therein for a 
provision for income taxes? If so, what is the measure of the 
liability? Is it the amount of tax based upon the profits which 
the individual partners derive from the business, or is it that 
proportion of their total tax which their partnership income bears 
to their total income computed individually ? 

What treatment shall claims under Section 722 be accorded in 
the statements? Shall they be incorporated into the formal ac- 
counts with appropriate reserves, or shall they be mentioned merely 
as a footnote to the statement ? 

Opinion has not yet crystallized sufficiently to be able to answer 
these and similar questions with any reasonable degree of author- 
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ity. It will take much thought and discussion among informed 
accountants before methods and procedures can be evolved. 


Salary and Wage Stabilization 

One of the most severe laws enacted as a wartime measure to 
control inflation is the Wage Stabilization Act of 1942. The im- 
plications and the penalties of this law have generally not been 
understood by business or, where understood, have been violated 
under the pressing demands of employees. Many cases of viola- 
tion have been reported to date, and the penalties inflicted in some 
have been of large amount. It is undoubtedly true that there are 
employers who believe they have been in compliance with the 
law, but this belief may give way to dismay when their income 
tax returns are examined by agents of the Treasury Department. 
Besides criminal penalties, civil penalties provided by the Act are 
the disallowance of the entire amounts of payments made in con- 
traventicn of the Act for the following purposes: 

1. Determination of costs or expenses for the purpose 
of any law or regulation, either heretofore or hereafter en- 
acted or promulgated, including the Price Control Act of 
1942, or any maximum price regulation thereof. 

2. Calculations of deductions under the revenue laws of 
the United States. 

3. Determination of costs or expenses: under any con- 
tract made by or on behalf of the United States. 


The penalties may amount to more than the unlawful payments, 
as such payments will not be allowed for any of the purposes 
stated. 

It is undoubtedly a fact that many concerns will be called upon 
for penalty payments under the act. The problem arises as to 
what provision should be made in the financial statements where 
it is suspected that the law has not been complied with. 

That such a provision should be made is indisputable. It may 
be argued by employers that they are in compliance, and that any 
increases which they made in the salaries and wages of their em- 
ployees come within the purview of some rule or regulation. The 
attitude, too, may be taken that such increase was made under 
duress by their employees, and that the penalties, if any, should 
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be mitigated in such cases. Regardless of the reason for the 
violation, the violation exists as a fact, and the measure of the 
penalty to be imposed will rest with the War Labor Board and the 
Treasury Department. 

If there is no doubt or a reasonable doubt that one or more 
violations have occuried, then the amount of the penalties that 
could be imposed should be computed and provision therefor made 
in the financial statements. A natural question would be how 
should such a provision be described in the statements. As prac- 
tically all of the penalties exacted under the Act are payable to 
the United States Treasury, the provision should be included with 
the liability for income and excess profits taxes, contract renegotia- 
tion or other government obligation to which the penalty is related. 
In making this provision, however, the distinction should be made 
between a liability which will actually have to be met and one 
which is only probable. The actual liability should be shown as 
such in the current section of the balance sheet while the doubtful 
one should be classed with the reserves. 


Conclusion 


I realize that I have hardly scratched the surface of my subject. 
So many problems have been created by wartime legislation that 
it is possible to enter upon a discussion of but a few of them in 
a paper of this kind. However, they are all bound together by 
the thread of uncertainty, and even after applying to them the 
rules of accepted accounting procedure, there still remains a 
disturbing degree of inexactness in the measurement of income 
and financial accountability. That American business is fully 
conscious that the Government may exact more of its wartime 
income in the future is evidenced by the large reserves which are 
being maintained by representative companies, as disclosed in their 
published statements. One such statement openly admits the 
difficulties of proper financial presentations through the following 
footnote : 

“As set forth in the Chairman’s report there are various uncertainties 
affecting the profits for the year and the financial position at the end of 
the year.” 
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SOME ESSENTIALS OF CONTROL ACCOUNTING 


By Malcolm F. Hill, Senior Consultant, 
Fred V. Gardner & Associates, 
Milwaukee, Wis. 


ERIOUS efforts upon the part of management, and of account- 
ants and controllers who aid and participate in management, to 
exercise consistent control over business operations usually result 
in the use of some form of budgetary control. While more com- 
plete understanding of the preblems involved seems almost in- 
evitably to lead to the use of variable budgets to overcome the 
deficiencies of former static concepts of business, it is not the 
purpose of this discussion to debate the superiority of one or the 
other. Instead, let us invite consideration of the fundamental 
structure upon which any budgetary control must be based, that 
is, the accounting system. Following the advice of a great con- 
troller to “stick close to the fundamentals” we find that many 
of the difficulties in applying budgetary controi, and if you please, 
of managing a business, trace to the derivation of facts from the 
reported accourits. Resolution of the difficulties brings us face to 
face with first principles of accounting practice. 
_ Unfortunately the budgetary control idea is often accepted with- 
out appreciation or realization of the effect upon the accounting 
system itself, or of the more precise thinking required of manage- 
ment and intimacy of understanding to be generated between the 
operating and accounting groups. These are all desirable but to 
the accounting staff the changes are profound. The clear line be- 
tween financial and cost or factory accounting tends to disappear ; 
comparing this year with last year is eclipsed by measures of 
performance at relative volumes of activity; immediate manage- 
ment control takes precedence over adjusting-entry accuracy; 
accounting records become a by-product of control reports rather 
than vice versa; weekly, instead of monthly, and to a schedule 
expressed in hours rather than days, the accounting staff becomes 
profit and loss performance minded instead of balance sheet 
minded. In short, we pass from record accounting to control 
accounting with little or no increase in accounting operating costs. 
Laying the groundwork for such a program of control account- 
ing is not alone a matter of installation in terms of procedures 
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and office machinery or of calculating variable budget allowances 
account by account, department by department. The accounting 
system must first be a satisfactory instrument with respect to the 
recognized elements of cost, the card of accounts, and department- 
alization of accounted activity. A satisfactory accounting system 
means a meeting of the minds between the accountant and the 
management he serves; neither the controller nor the management 
nor independent accountants can accomplish the job independently. 
In fact we find outgrown, laborious, or misleading accounting 
systems in use largely because there has not been the necessary 
meeting of the minds. 


Basic Management Considerations. 

The underlying management importance of the accounting sys- 
tem may be summed up as the why of control accounting. Control 
accounting must reflect the style of the management and the 
principles of its organization, including : 

1. Definition of the aims and plan of the management 

2. Definite fixing of responsibility 

3. Definite lines of authority 


Control accounting must also reflect performance of the first 
duties of the controller, namely : 


1. Obtaining the facts of the business, and 
2. Highlighting variations from plan. 


What must be done, and how the accounting instrument carries 
out its mission, can be readily correlated with its reason for being 
in a schematic diagram, as shown in Exhibit 1. From this analytical 
chart it is evident that the design of the accounting system, that is, 
the recognition of elements of cost, the chart of accounts, and the 
departmentalization to which they are applied, flow from the basic 
management considerations which determined the organization of 
the business. Accordingly, consideration of their accounting treat- 
ment deserves the attention of the management as well as of the 
accountant. In fact, many of the difficulties experienced with gov- 
ernment auditors in forward-pricing and renegotiations are trace- 
able to lack of sufficient understanding or attention to their signific- 
ance, More important is the necessity for building upon this 
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Schematic Analysis of.a Control Accounting System 


Why It Exists What It Must Do How It Is done 
“1. Management Organization 
a. Aims and Plan n Elements of cost 
ion resull Depart: talizati 
bh. Responsibilities Fixed | remults 
c. Lines of Authori Report according to Report to each grade 
what each grade needs 
to know 
2. Controllership 
Obtain Facts Report in useful and F ; promptness, 
dependable form Interlock’ with control 
of units produced. 
b. Highli Variations Show basis for guided Performance standards 
executive action fitted to activity 
levels realized 
I, 


foundation stone if the controller is to discharge his duties to the 
management in a manner calculated to serve its best long-term 
interests. 

While these matters of the account classification and depart- 
mentalization are undoubtedly basic, there is a tendency to con- 
sider them once decided to be of no more than elemental or 
academic interest. Yet recent distortions caused by war con- 
ditions, or by the changing character of many companies, or by 
improved techniques of management control, warrant careful 
reconsideration. The following observations are selected from 


industrial applications. 
The Elements of Cost 

In former years much of the interest and discussion of proper 
definition of elements of cost arose among trade associations seek- 
ing to protect members from unfair price competition based upon 
inadequate cost-gathering practices. While this type of thinking 
persists from NRA days, the true significance, and shall we say 
the more practical aspects, of recognition of cost elements lie in 


the effect upon the controller’s duty to accurately present a dollar . 


and cents picture of his company’s operations and financial 
condition. 
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Recognition of a group of costs as an “element of cost” depends 
largely upon the attitude of management toward those expenditures 
and the character of the company’s operations in its field. Stem- 
ming from the treatment of cost elements are important effects 
upon balance sheet valuations, control of certain expense groups, 
and the ease and accuracy with which costs may be allocated among 
several lines of product. 

For our purposes, total cost may be defined as all costs or de- 
ductions from sales income before Federal taxes. In a manufac- 
turing operation, it is usual to divide total costs into two groups 
at the point at which the product becomes finished goods on hand. 
These major divisions become manufacturing cost on the one 
hand, and selling and administrative expense on the other. This 
division ordinarily seems logical and natural, but when it becomes 
necessary cleanly to allocate management responsibilities in order 
to measure budget performance, or to allocate expenditures be- 
tween lines of product, or to discuss prices with government 
agencies employing most of our manufacturing facilities, or to 
answer any of a dozen possible questions, the line of demarcation 
between even those broad classifications becomes a matter of 
debate. 

The philosophy of the approach to the problem should here be 
stated. First, elements of cost should be handled to make the 
accounting instrument develop the maximum of information for 
managerial control with the minimum of supplementary analysis. 
Second, the characteristics of the individual company arising out 
of its style of operation are of more importance than adherence 
to convention or practices which obtained under historical mix 
of business. 


Administrative ahd Selling Expenses 

Starting at the top of the heap we find administration expense. 
Whether segregation is warranted depends upon both the magni- 
tude of the expenditures and separation of purely administrative 
duties. In many companies of good size, the top administrative 
officers are closely concerned with sales or manufacturing opera- 
tions so that segregation does not add clarity to desired allocations 
of expense. 
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Selling expense does not present difficulties in companies produc- 
ing a single line; but where there are several lines serving differing 
classes of trade some important questions of cost allocation do 
occur, For example, one line may consist of stock items built 
by the thousands, while another line may be built to specific order. 
In the first case there may be a sizable warehousing operation 
carried on within or adjacent to the manufacturing plant. If 
costs are to be properly allocated between lines of product, where 
does the responsibility of the sales department take up and just 
where did the responsibility of the manufacturing department 
cease? If warehousing and distribution of finished goods is under 
the control of the sales executive, perhaps extending the scope of 
the selling element of cost, or recognition of warehousing and 
distribution expense as a separate element, may be advisable. 
Examination of a recent case in which relative profitability of 
product lines was necessary to intelligent executive action in- 
dicates that where the nature of the business is changing, this 
aspect of the elements of costs can completely change the indicated 
relative profit showing of the several lines of product. 

Another situation in which recognition of warehousing and dis- 
tribution as an element of cost may be warranted occurs in plants 
having a low labor content. Where the labor content of sales is 
of the order of 5 per cent to 7 per cent, it often follows that a 
large portion of the repair parts sales consists of. purchased items 
to which no direct labor is applied. Both from the point of view 
of allocation between lines of product and that of budgetary con- 
trol, warehousing then becomes an important portion of the cost 
of handling repair parts business. And it may be taken as axio- 
matic that much of the long-time profitability of the manufacturing 
business lies in intelligent management of its renewal parts sales. 
Engineering and Product Development 

Engineering and product development is frequently recognized 
as a separate element of cost and liquidated to cost of sales as a 
part of manufacturing cost. In probably more instances, the exact 
accounting treatment depends upon the current economic weather 
and the resulting management attitudes. If the engineering force 
is intimately associated with factory operations, much of its cost 
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may be found to fluctuate more closely with direct labor. Under 
differing operating atmospheres, engineering costs may be ‘found 
to fluctuate with sales income but with a greater element of stand- 
by expense. 

From a control standpoint, however the engineering appropria- 
tion or budget may have been derived, dollars do seem to go 
farther if management requires prior market analysis to establish 
broad limits before definitely programming engineering projects. 
Recognition of product engineering as an element of cost may be 
useful to check on commercial success of projects for the benefit 
of specific lines of product, but unliquidated balances should not 
be carried forward into succeeding years either as a deferred 
charge or as a part of inventory valuation. 

Prime Cost 

The elements of prime cost, direct material, and direct labor 
are usually the principal battlegrounds of controversy. This is 
particularly true where job order actual costs or the naive faith 
in low percentages of overhead per se occur. It does not seem 
advisable to recount all the arguments and definitions because 
simple tests devised from the point of view of control accounting 
produce satisfactory treatments fitted to the particular plant. 

In its attitude toward the elements of prime cost, control account- 
ing borrows the concept of a standard from standard cost theory 
whether or not standard costs are being used. If the job is on 
piecework, this concept holds that the labor cost of 100 pieces may 
be no more than half as much as the labor cost of 200 pieces pro- 
cessed by the same method. If the job is on day work, the same 
principle applies. Should this not be true, the purported direct 
labor probably includes some cost which should be treated as a 
variation. Such variations may occur as variations from standard 
method, as idle time, make-up or wage guarantee, overtime and 
shift bonuses, set-up, or adjustments for nonstandard operating 
conditions. In fact we have on more than one occasion found 
supervision concealed in direct labor. In all such instances, we 
have found it preferable both for purely informative purposes and 
for management control to report all such variations in overhead 
expense. 
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Likewise with direct material, the principle-of standards should 
be observed, and variations reported separately as an additional 
expense. Though one can wax enthusiastic about accounting ana- 
lysis which will show material variations due to price, usage, 
manufacturing losses, and even formula, the necessary controls 
over inventory withdrawals must be admitted to be extremely rare. 
As a point of fact, however, we can report a significant effort in 
this direction applied to a grey iron foundry which developed cost 
variations by class of casting for price, formula, and heat loss. 

It is recognized that to many accountants transfer of such varia- 
tions to expense “would make the overhead too high.” On the 
other hand, experience has shown that the management worries 
most about overhead, and tends to accept prime cost as a neces- 
sary cost. With such items reported and accounted as overhead, 
the likelihood of remedial action is multiplied many fold. Where 
further control or reduction of prime cost is necessary, the effect 
of specialized effort is more clearly apparent, and the efforts of 
departmental foremen can be more readily focused on the condi- 
tions meriting their attention. 

In addition to application of the standard concept, labor and 
material are tested against list price or the equivalent of shipments 
to ascertain the stability of the ratio for further protection against 
inclusion of other than pure prime costs. This test brings to light 
changing internal relationships, and failures to realize methods, 
time study, and engineering objectives in cost reduction or cost 
control. Of course, inclusion of nonstandard labor and material 
in overhead is not in itself sufficient for control. Effective control 
as well as the content of overhead will be apparent in the discus- 
sion of the card of accounts. 


The Card of Accounts 

Broadly speaking, the card of accounts is the vehicle for control 
accounting. In addition to providing control accounts for the 
recognized elements of costs, the expense accounts usually cover 
the further segregation and detailing of all costs not included in 
prime costs. Basic considerations in constructing a card of ac- 
counts seem to include at least the following : 


1. Accounts should be arranged and designated to give the maxi- 
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Gg mum of information with the least supplementary analysis. M 
at 2. Expense accounts should be the focal point for bringing  crual 
a variations from planned efficiency of performance to the prop 
4 attention of the management. head 
a 3. Expense accounts should include all costs not purely prime may 
. costs and in addition types of labor or material expendi- are | 
4 tures not conveniently or economically costed as prime costs. as th 
4. Related labor and material expenditures should be brought In 

ca together in the same account, but the constituents should not on ti 
a be lost in presentation of current period or cumulative state 
reports. Whil 
5. The titles of the accounts should so far as possible reflect the like | 

q purpose of the expenditure rather than the type of com- unex 

zi modity or nature of the expenditure. accot 

| 6. Numerical order of accounts should range upward from supe! 
close relationship to or interchangeability of personnel with of it 
J that performing direct labor to pure material accounts tak- detec 
a ing the higher numbers. reduc 
‘a 7. Separate account designations should not be provided where show 
aM departmentalization will suffice unless there may be both Cont 
q line and functional control applied to the same type of Tt 
, Controllability of Fixed Charges of pi 
4 Further emphasizing the difference between customary account- not : 
* ing practice and control accounting is the division of the card of purpy 
4 accounts between what have usually been called controllable and utiliz 
uncontrollable or fixed charges. In control accounting we do not accef 
admit that there is any expenditure properly called uncontrollable ; dial | 

3 on the contrary we hold that all charges are to some extent sub- repol 
ject to management control and that only the time zone and locus mind 

Y of the control may differ. coun 

yo i For that reason it is preferable to divide the card of accounts The 
4 into two categories titled “Local Controllable” and “Calendar and It 
. Management Charges.” The former group includes all charges come 
within the control of the departmental supervisor in performing 
a his function in the business. In the latter category are those pone! 
“= charges which accrue solely with the passage of time and manage- ing ; 
3 ment decision concerning the style of operation of the business. code 
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More specifically, calendar and management charges include ac- 
crual for cost of annual inventory, pension accruals, depreciation, 
property taxes and insurance, and distributed and assessed over- 
head debits and credits. In some instances certain financial items 
may be readily added to this group. Payroll taxes and insurance 
are held to a reflection of operating control and are therefore listed 
as the last local controllable account. : 

In presentation, the calendar and management charges are listed 
on the reverse side of the departmental and summary operating 
statements showing both actual and standard or budgeted amounts. 
While the thought of controlling the uncontrollable might seem 
like unscrewing the unscrewable, we have found that it has paid 
unexpected dividends. Extending the budget controls to these 
accounts has broadened our visions of the ability of departmental 
supervisors to control costs, has made management more conscious 
of its own responsibilities, has closed certain budget loopholes, 
detected errors in bookkeeping and distribution, and has tended to 
reduce the opportunity for alibis in explaining unsatisfactory profit 
Controllability of Variable Charges 

_The scope of each expense account in the local controllable group 
as well as the “bite” in presentation is more evident from the style 
of presentation. It should be remembered that management needs 
not alone to know how many dollars were spent for a particular 
purpose but also how the manner of spending reflects effective 
utilization of the work force, how the amount spent compares with 
acceptable performance, and which conditions most require reme- 
dial attention. In Exhibit 2 is shown the face of an operating 
report designed with the requirements of control accounting in 
mind. In order to emphasize basic features, not all probable ac- 
counts are listed and the account numbers are omitted. 


The Operating Report 

It will be observed that the form contemplates three possible 
components for each account, namely, expense labor (producers 
and others) and related expense material. Reporting these com- 
ponents not only brings together all pertinent information concern- 
ing a particular function, but gives broad classifications to the 
sources of the costs of those functions. This method results both 


1113 


/ 
| 
| 
| 
| 
| 
| 
e 
‘ 
x; 


N. A.C. A. Bulletin 


Operating Report 


Piece Work 
Day Work 


Total Direct Labor 


Expense Accounts 


Excess Labor 
ake-up 

Overtime Premium 

Shift Bonus 

Labor Contract 

Set-up 

Supervision 

Inspectors 

Clerks and Stenos. 

Other Salaried 


Pack, Load, Shi 
Stores, Crib nts. 
anitors, Sanitation 
t Protection 


Grind & Polish Mat’l. 
Lubricants, Lubrication 
Mart’. Conditioning 
Gen’l. Oper. Supplies 
Power, Heat, Light 


Telephone & Telegraph 
Mail Service, Postage 
Miscellaneous 

P/R Tax & Insurance 


Local Controllable 
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in an increased amount of control information and in a reduced 
number of accounts to be used by timekeepers, storekeepers, and 
accounting staff. 

Several accounts will illustrate the value of this arrangement. 
It is useful to know, and gives a check upon adherence to planned 
schedules of operating hours, to separate overtime and shift pre- 
miums paid producers from those paid expense employees. In the 
case of material moving (within departments), such separation not 
only discloses whether lower priced labor is being used for ordin- 
ary laboring tasks but also furnishes clues to the possibility of 
distorting the wage structure by payment of concealed make-up 
allowances. In the maintenance group, the segregation is a basis 
for checking whether those expenditures represent mere tinkering 
or actual replacement of worn parts, as well as measuring the 
service load of the trained maintenance men against the total of 
maintenance expenditures. Materials used in packing, boxing, and 
shipping are reported on the same line with the shipping labor. 
Similarly, in the case of janitors and sanitation, material condition- 
ing, and power, heat, and light accounts this method pérmits break- 
ing out of operating supplies expense materials ordinarily buried 
without multiplication of expense accounts. Conversely, use of 
the dabor column in telephone and telegraph and mail service and 
postage accounts permits effortless segregation of labor groups 
which in a large organization may be significant and are frequent- 
ly buried with larger office groups. 

Considerable clerical effort may be saved by use of the payroll 
tax and insurance accrual account which appears last. As the 
reports are prepared, totals are obtained for the two labor expense 
columns. To the sum of these totals, and of direct labor, if any, 
is applied a percentage sufficient to cover expected payroll taxes 
and insurance and that amount posted in the material column for 
the account. This becomes the accrual amount and completes the 
local controllable expenses of the department. 

The form provides for accumulating the hours worked on direct 
labor and on the two general classes of expense labor, In addition 
to making the accounting system the means of accumulating em- 
ployment statistics, further valuable control information is made 
a part of the report. Comparison of hours on direct labor with 
hours of producers on expense labor is an indication of effective 
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utilization of the trained work force. Producers’ hours on expense 
labor in excess of 15 per cent of preductive labor hours is ordi- 
narily a red light signalling inflation of the supervisory load, con- 
cealed make-up allowances, ineffective supervision or training of 


available machine operators, distortion of the established wage 


structure, or excessive cost of performing expense functions. 

Inclusion of direct labor, in the case of productive departments, 
or the base of activity measurement, in the case of service depart- 
ments, at the head of the report is the base for applying variable 
budget factors to obtain the amounts entered in the budget 
column. The basis of activity at the head of the report also in- 
dicates the validity of comparison of absolute amounts between 
reports covering different periods. 

It is important that the report state clearly the period covered 
as well as the date of issue. The second date should never lag the 
first by more than three days if its use for control is to reach 
maximum efficiency. Therefore this is a ready check upon the time- 
liness of the accounting and to a certain extent upon its efficiency. 

Wherever practicable, the distribution of the original data for 
recording upon the operating report should be accomplished in ad- 
vance of distribution for payroll purposes. This method has the 
effect of placing practically all the accounting upon a daily basis 
so that the end of the month finds the mechanics of accounting 
substantially complete. When this has been accomplished, the 
operating report master copy becomes the detail of entries to con- 
trol accounts, and with respect to most elements of cost becomes 
a subsidiary ledger. 

With accounting distribution in continuous flow, there is no 
reason why operating reports cannot be furnished daily and 
weekly as well as monthly on a cumulative period-to-date basis. 
This procedure satisfies the requirements of timeliness and re- 
liability because management can act with full confidence that the 
reports before them represent current conditions rather than those 
of the prior month. 


Departmentalizat’ ~n 


The strict purpose of departmentalization is to segregate super- 
visory responsibility for particular closely related activities. There 


may exist over- or underdepartmentalization even in the same 
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organization but good cost control as well as good cost accounting 
demands observance of a few principles. While not an exhaustive 
list, recent observations suggest the following : 

1. In order to operate successfully as a department, the activi- 
ties included must be subject to the direction of a single 
responsible head. 

2. If the activities of a department cut across several elements 
of cost, there will be difficulty in making intelligent distribu- 
tion to lines of product. 

3. The scope of a department should be sufficient to support a 
full-time supervisor for most expected levels of activity. 

4. A department may be used to gather charges which are sea- 
sonal or ordinary to the business as a whole but which are 
unusual or distorting to the operation of individual depart- 
ments. The best application of this principle is to be found 
in collecting all building maintenance costs in a rental depart- 
ment and distributing the total incurred as an occupancy 
charge. 

5. Generally speaking, a department should have substance and 
occupy floor space. If this is not true, its activity may rep- 
resent no more than a function to be treated as an account, 
and its supervisor charged with functional rather than line 


responsibility. 


Much of the distortion and confusion resulting from too many 
accounts, as well as too many departments, has arisen in greatly 
expanded plants. Functions clearly necessary to complete cost of 
operation of line departments, such as inspection, timekeeping, 
material handling, sweeping and cleaning have been withdrawn 
from line supervision and placed in service departments in an effort 
to obtain lower costs, or more direct supervision of functions. Un- 
fortunately, this trend has taken from the line foreman much of 
his former responsibility and flexibility in managing his work 
force. In fact, we have noticed a tendency to divide the super- 
visory jobs according to functions until the result is amazingly like 
the six functional foremen Taylor visualized in his early work in 
managerial technique. 

Apart from the fact that Taylor abandoned this concept as im- 
practicable except as a basis for analysis of supervisory duties 
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as long ago as 1912, this trend has greatly clouded the job of 
correctly allocating incurred expenditures to burden centers and 
to lines of product. While the advantages of specialized knowl- 
edge and effort are readily admitted, the wisdom of segregating in 
functional departments all of such costs is open to question. Where 
the functional service is rendered day in and day out, and not 
merely on occasion or on call, it seems that direct charges to 
productive and manufacturing service departments are more de- 
sirable than interposing a layer of supervision between the fore- 
man and his job of running his department. Here again practic- 
ability is a consideration, and direct charges should probably not 
be used where the duties of the functional personnel must be split 
daily among more than two departments. 

Unless the plant or department is established for a task to be 
completed in less than a year, it is also advisable to place occu- 
pancy charges such as building maintenance, plant protection, and 
seasonally required heating, lighting, and air conditioning in a 
rental department. We have found control of these charges most 
effective where the expenditures were budgeted a year in advance 
and the expected costs cleared to departments as a flat charge each 
month according to floor space occupied.- Not only has this method 
saved money, but it has removed from the individual departmental 
operating report the distortions of accidental incidence of expendi- 
tures. It is not a reflection on the performance of the department 
housed in Building No. 5 that the roof was replaced in 1944, nor a 
creditable performance that the roof was not replaced again in 
1945. Each building sooner or later takes its turn, the exact order 
and quality of repair being a management decision that should be 
spread over the occupancy of the entire plant. 

Nor should the importance of the costs of operating an activity 
designated as a department being clearly attributable to a single 
element of cost be overlooked. Where the average labor content 
fluctuates widely due to changing relative importance of lines of 
product, or to changing proportion of repair parts shipments, or to 
changing importance of manufactured and purchased material, 
control as well as allocation of the costs of nonproductive depart- 
ments can be seriously affected. The former measures of activity 
and of service rendered lose their significance. 
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_ General Observations and Conclusion 


Considered solely from the point of view of application of bud- 
getary control, re-examination of the accounting system with re- 
spect to the recognized elements of cost, account segregation, and 
departmentalization will pay big dividends. The controls can be 
no more satisfactory than the structure to which they are applied; 
a structure which correctly reflects the operating characteristics 
of the business can cut the cost of budget installations in half. 

From the point of view of the management such review of the 
method of recording and allocating operating costs is necessary 
to insure a sound basis for its decisions. If we can believe half of 
what we are told about the importance of cost strategy in the con- 
version and postwar competitive eras, a thorough overhaul and 
review of cost practices should be an integral part of management 
planning. 

While changes in the recognized elements of costs will be slow 
and take place only as products and markets served change, the 
card of accounts should be relatively fluid. Outgrown account 
segregations should not be retained solely for purposes of static 
comparisons between fiscal years. If changing the card of accounts 
will help management to exercise better control and to make the 
business more profitable, the change should be made without delay. 
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OUR OPEN FORUM 


Historicat vs. REPLACEMENT Cost 
Editor, N. A.C. A. Bulletin: 


I have long felt that accounting is in a rut-in respect to many matters 
and have had in mind suggesting that some “wild catting”’ be done in an 
effort to discover something new and better. A suggestion in that direc- 
tion is made by A. B. Hossack in his article “Postwar Readjustment of 
Property Accounting” appearing in the N.A.C.A. Bulletin for June 15, 
1945, where in connection with depreciation, he says, “I venture to predict 
that cost men in the future may be interested in current costs and values 
in order to determine cost of production ...” and he adds, “At least cost 
men cannot be accused of not telling management they were giving away 
a portion of their property without proper reimbursement. . . .” 

Hossack’s suggestion brings up the old question as to whether we de- 
preciate to recover the cost or to replace an asset. This question has 
not been satisfactorily answered because there is no universally accepted 
definition of the word cost as used in industry. 

My conception of cost is the sum of the values given up, surrendered, 
invested or exchanged today for goods produced today, and this sum sub- 
tracted from sales price reflects profits from sales of goods. If it costs 
twice as much today as it did at some past date to acquire an equal facility, 
then the facility has twice the value (adjusted through depreciation) and 
the loss due to ownership and use is doubled. 

If costs are current they must be the sum of current component values 
and not part current and part obsolete. If depreciation is based on obsolete 
costs, the operating profit or loss includes an element of long-term profit 
or loss due to fluctuating values in plant. 

H. Curr Scuutzz, 
Birmingham Chapter. 


Editor, N.A.C.A. Bulletin: 

“Streamlined Billing” by Harry R. Edwards, in the July 1 Bulletin 
appeals to me as one of the best written and informative articles of the 
“how we do it” type published in recent months. 

One question comes to mind, the answer to which may be obvious to one 
experienced in department store accounting or may be one of the “gruesome 
details” omitted in order to save space. Mr. Edwards mentioned that sales 
invoices “sometimes are illegibly written or abbreviated, and often it is 
almost impossible without the closest scrutiny to interpret correctly the in. 
formation and put into a form intelligible to the customer.” Under the con- 
ventional system of billing, as described in the article, it is necessary to 
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decipher the sales slips for transcription to the customer’s monthly state- 
ment. With the streamlined procedure, as described, this difficulty is 
avoided by showing only total amounts on the statements and forwarding 
the sales invoices to the customer as supporting data, after their being 
photographed to provide a record for the store. If this suggested pro- 
cedure is correctly understood, it would appear that: 

1. While under the conventional procedure, the sales slips must be 
deciphered within at least a month after being written and illegible 
slips may be brought to the attention of the offending clerk both for 
interpretation and as a warning to be less careless; under the stream- 
lined system, the sales slips are not of necessity currently reviewed 
in their entirety, with the possible result that carelessness will in- 
crease. 

2. While the photographs of the slips are kept on file for future refer- 
ence, such reference may well occur several months later, at which 
time the sales clerk may no longer be employed by the store, or if still 
employed, will not be able to recall the details of the transaction pos- 
sibly carelessly portrayed on the sales slip. 

3. Original sales slips are forwarded to the customer with the monthly 
statement, and if such slips are often illegible or otherwise carelessly 
prepared, the customer will likewise experience difficulty in under- 


standing them and may possibly be unfavorably impressed, this despite ~ 


the fact that the customer’s signature will appear on the slip often 
inscribed in haste and without careful scrutiny. 
S. Payson Hatt, 
Bridgeport Chapter. 


COST CURRENTS 


Report on Progress of Terminations—It is reported by officials of the 
Office of Contract Settlement that nearly 150,000 contracts have been 
settled to date and that only 17 appeal cases have been filed with the Board 
of Contract Appeals. It is also reported that the settlements average 90 
per cent of the amounts claimed by contractors. 


OPA Sets Rules for Reconversion Price Adjustments—The Office of 
Price Administration has recently issued three price adjustment regulations 
or orders for reconverting manufacturers, designed to grant relief in cases 
where industry-wide reconversion price ceilings prove too low. The orders 
apply as follows: ; 

1, S.0.119—to reconverting manufacturers whose annual nasinene ex- 

ceeds $200,000. 
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2. S.0.118—to reconverting manufacturers whose annual business is be- 
tween $50,000 and $200,000. 

3. General Order No. 1 under S.0.118—to reconverting manufacturers 
whose annual volume is under $50,000 


The definition of “reconverting manufacturers” as contained in S$.0.119 _ 


is as follows: 


For the purposes of this order, you will be considered a reconverting manu- 
facturer if you satisfy either Test I or Test II, stated below, and if you 
are not eligible for reconversion pricing under Supplementary Order No. 
118. (That order deals with manufacturers whose civilian business in 194i 
did not exceed $200,000 and is not expected to exceed that amount in the 
year following reconversion.) 

Test I. You are a “reconverting manufacturer” if the product on 
which you seek an adjustment is a “reconversion product.” A “re 
conversion product” is any product listed at the end of this order in 
Appendix A. From time to time products not now on this list will 
be added to . Broadly stated, the products now listed, and those 
which will be listed later, are products which as a result of the needs 
of the war program were aot produced at all during 1944 or were 
produced only in limited volume, 

Test II. You are a “reconverting manufacturer,” with respect to 
the product for which you seek an adjustment, if the following four 
conditions are satisfied: 


(a) The product for which you are seeking an adjustment is one which 
is listed at the end of this order in Appendix B or is a product whose maxi- 
mum prices are fixed by one of the following regulations : 

MPR 188—Manufacturers’ Maximum Price for Squtiind Consumers’ 
Goods Other Than Apparel 

MPR 64—Domestic Cooking and Heating sadiaes 

RPS 86—Domestic Washing Machines 

RPS 102—New Household Mechanical Refrigerators 

RPS 111—New Household Vacuum Cleaners and Attachments 

MPR 254—New Small Firearms and Firearm Parts 


(b) During 1944, your total dollar volume of sales (whether to your 
usual trade or for war uses) of the product was less than one-half your 
sales of the product in your last year of normal peacetime production, which 
will be presumed to be 1941 unless the contrary is shown. 

(c) This reduction in dollar volume resulted from (1) governmental 
restrictions on the manufacture of products or on the use of materials, 
facilities, or manpower, or (2) the use of your facilities for the production 
of war goods, or (3) other direct needs of the war effort. 

(d) Because of change in governmental restrictions or in the needs of 
the war program, you are able to begin or to increase substantially the 
production of the product. 
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Note: The term “product” or its synonym “product line” is used in 
this order to refer to all the styles, models, or other variations of a 
commodity which, taken together, are ordinarily considered as a pro- 
duct or product line. Each style, model, or other variation is referred 
to as an “article.” 


The above order in general authorizes the adjustment in the maximum 
price of eligible product if its total cost in the manufacturer’s 1941 ac- 
counting period, when increased to reflect legal increases in materials prices 
and basic wage rate schedules since the base month, is higher than its exist- 
ing ceiling. Where this is the case the manufacturer may add to the ad- 
justed total cost a profit factor equal to one-half the average percentage 
margin of profit over total cost for the industry or industry group for the 
period 1936-1939. This gives the new maximum price. 

There are two methods for determining whether an adjustment will be 
granted under S.0.119 and, if so, the amount. These are known as Method 
A and Method B. Either method may be used if the 1941 accounts show 
unit costs. Otherwise Method B must be used. The two methods are 
described in Section 5 of the regulation as follows: 


Method A: Calculation of adjustments in maximum prices on a unit cost 
basis using Form 2488-A. You may use this method if you have kept ade- 
quate accounts to show the actual total cost per unit (standard costs having 
been adjusted to actual costs) of each article whose costs are to be adjusted. 
To find whether any adjustments will be granted and, if so, what their 
amount will be, you must first select the best-selling article from each 
preduct line on which you are eligible to apply for adjustments. Using that 
article, you must then make the following calculation: 

(a) Materials price mcreases. First add to the total cost of the article 
in your 1941 accounting period the net dollar amount of any increase since 
October, 1941, resulting from legal changes in the prices of the materials, 
direct and indirect, then entering into the factory cost of the article. (“Ma- 
terials” includes materials, parts and components and also purchased services 
rendered in connection with the processing of materials. “Total cost” 
includes the cost of labor and materials, direct and indirect, entering into 
the factory cost of the article, other elements of factory overhead, and sell- 
ing, general and administrative expense, but does not include any amount 
for profit or for income and excess profits taxes.) 

Because they are temporary and afford opportunities for cost inflation, 
materials price increases not resulting from changes in the level of materials 
prices must be disregarded. (Among these are price increases resulting 
from purchases from a more distant supplier or a different class of supplier 
or in small quantities, or those resulting from changes in practice as to sub- 
contracting of parts or components, or those resulting from any other de- 
partures from your customary purchasing practices.) 

For greater uniformity in the calculation of certain materials price in- 
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creases, the Administrator will announce “materials cost «crease factors” 
from time to time. These will be percentage figures based on studies of 
some categories of important basic materials and parts which OPA is now 
conducting. When you request Form 2488-A or Form 2488-B, you will be 
given any materials cost increase factors which OPA has previously an- 
nounced. You must apply such a factor in place of any increase you have 
had in the price of the material covered by the factor, regardless of whether 
the factor is lower or higher. 

If, in using Method A or B, you have not used a materials cost increase 
factor announced by OPA either before you filed your application or before 
an order setting your new maximum prices was issued, OPA will substitute 
the factor Jor the increase in materials cost which you have reported and 
adjust your prices accordingly. 

(b) Increases in basic wage rate schedules. To the total cost of the 
best-selling article, adjusted for materials price increases, add the net dollar 
amount of any increases resulting from legal changes since October, 1941, 
in your basic wage rate schedules for the labor entering into the article’s 
factor cost. 

A “basic wage rate” is the single rate or established range of rates for 
a given job classification. A “basic wage rate schedule” includes all the 
basic wage rates and rate ranges of a plant at a particular time. An in- 
crease in basic wage rate schedules is an increase in a single rate or range 
of rates applying to a job classification. It does not include increases to 
individual employees which do not alter the job classification rate or rate 
ranges. 

Where there has been a change in a range of rates, measure this from 
the point in the middle of the old range to the corresponding midpoint in the 
new range. 

Example: If in October, 1941, the range of rates for a particular job 
classification was from 45 cents to 55 cents per hour and in 1943 it became 
from 48 cents to 60 cents per hour, the charge is to be measured from 50 
cents, which is the middle point between the low and the high of the old 
range, and 54 cents, the midpoint between the low and the high of the new 
range. The difference between the two midpoints, 4 cents, is the amount 
of the increase in this basic wage rate. 

(c) Comparison with maximum price. Compare the best-selling article’s 
total cost, adjusted for increases in materials prices and the basic wage rate 
schedules, with its existing maximum price to the largest-buying class of 
purchasers. Only if the adjusted total cost is higher than that maximum 
price may you get an adjustment. If the adjusted total cost is the higher, 
you must proceed as follows to calculate the article’s adjusted maximum 
price and a price increase factor to be applied to the other articles in the 
product line. 

(d) Calculation of maximum prices by adding profit factor. To the 
adjusted total cost of the best-selling article, add a profit factor equal to 
one-half the 1936-1939 average industry profit margin over cost. The sum 
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is the best-selling article’s adjusted maximum price to its largest-buying 
class of purchaser. 

OPA will announce 1936-1939 average industry profit margins for prod- 
ucts for which price adjustments are likely to be sought under this order, 
using the narrowest industry group which includes the industry making the 
product and for which OPA has adequate profit data. Information as to 
such margins will be given you when you apply for Form 2488-A or Form 
2488-B. If you find no margin included for your industry, ask your OPA 
District Office to furnish it. 

(e) Calculation of price increase factor to adjust all other maximum 
prices of articles in the same product line. To find all your other adjusted 
maximum prices in the same product line, proceed as follows: 

(1) Divide your adjusted maximum price of the best-selling article to 
its largest-buying class of purchaser by your existing maximum price to the 
same class of purchaser to find your price increase factor. 

Example: Suppose, for the be**-selling article in an eligible product line, 
your existing maximum srice was $.84 to wholesalers (the class to whom 
you sold the larcest number of units of the article in the year 1941, your 
accounting period). After adjustment, the article’s new ceiling to whole- 


‘ salers is $.90. The price increase factor is 1.071 ($.90 divided by $.84 equals 


1.071). 

(2) Multipiy by the price increase factor your existing maximum prices 
to each other class of purchaser of the best-selling article and to each class 
of purchaser of every other article in the same product line. The result in 
each instance is your adjusted maximum price. A discount or allowance 
such as a “cash discount,” which is applicable to all your classes of purchasers, 
must be applied after the adjusted maximum price has been calculated. 


Method B: Calculation of adjustments in maximum prices on a product 
group basis using Form 2488-B. You must use this method to calculate-ad- 
justments on a product group basis if you do not keep adequate accounts to 
show actual 1941 total cost per unit (standard costs having been adjusted to 
actual costs). To find whether you may obtain any adjustmént in the 
maximum prices of articles in a particular product line on which you are 
eligible to apply and, if so, to calculate a price increase factor for use in 
adjusting these ceilings, you must apply the rules in this section to the 
“best-selling article” in that product line. 

In so doing use the narrowest product group which includes that article 
and for which you have an adequate 1941 profit and loss statement. (A 
product group may be a line of related products or all the products made by 
a department or a division or a subsidiary of your company. If your 
accounts are not so subdivided, the group would comprise al! the products 
you make. The product group may, of course, include products which are 
not eligible for adjustment under this order.) 

(a) How to find whether you are entitled to any adjustment for a product. 
You must first find, on the basis of data for each product group, whether 
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any adjustments will be granted to products in that group. For this purpose, 
proceed as follows: 

Step 1. Using your profit and loss statement for the 1941 accounting 
period, adjust your total costs for the product group by increasing the items 
in the statement for material and labor costs entering into factory cost by 
dollar amounts which reflect your legal increases since October, 1941, in 
materials prices and in basic wage rate schedules. In so doing, follow the 
directions given in paragraphs (a) and (b) of section 5 as well as those 
given on Form B. The result is your “adjusted total costs.” 

Step 2. Next compare your adjusted total costs with your actwal total 
sales for your 1941 accounting period. If the actual total sales figure is 
higher than your adjusted total costs, no adjustment will be granted on any 
product in the product group. If, however, the adjusted total costs are the 
higher, then proceed as follows to find whether the best-selling article in 
each product line in the product group is eligible tor adjustment. ‘ 

Step 3. Find the percentage by which your adjusted total costs exceed 
your actual total sales. 

Step 4. Find the .percentage, if any, by which the existing maximum 
price of the best-selling article to the largest-buying class of purchasers is 
higher than its October 1941 price to the same class of purchasers. 

Step 5. The best-selling article is eligible for adjustment if the percentage 
found in Step 3 is greater than the percentage found in Step 4. If the best 
selling article is eligible, all the other articles of the product line are eligible; 
if it is not eligible, none of the other articles is eligible. 

(b) How to find the amount of the adjustments to which you are entitled. 
Since the calculation of the amount of adjustments is based on data for 
the entire product group, the percentage of increase over October, 1941, 
prices to reflect cost and profit changes will be uniform for every article 
in the group. To reflect these changes, the October, 1941, prices must be 
multiplied by a price increase factor for the product group. To calculate 
this factor, you must proceed as follows : 

Step 1. Multiply your adjusted total costs for the product group by the 
profit factor (one-half the 1936-1939 average percentage profit margin over 
cost) provided by OPA, as described in paragraph (d) of section 5. The 
result is your “projected dollar profit” on the product group. 

Step 2. Add the projected dollar profit to the adjusted total costs to get 
a “projected total sales” for the product group. 

Step 3. To find the proportion by which you must increase your actual 
1941 total sales in order to equal your projected total sales, divide your pro- 
jected total sales by your actual total sales as shown in your 1941 profit and 
loss statement for the product group. 

The resulting figure (which will be above 1.00) is the price increase 
factor for the product group. 

Example: Suppose your accounts were not subdivided, and you had a 
total cost for the calendar year 1941 of $1,000,000 and total sales of $1,080,- 
000. Adjusted to reflect increases in materials prices and wage rates, the 
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total cost is $1,100,000. The profit factor. furnished by OPA, 5 per cent on 
cost, when applied to the adjusted total cost, gives a projected dollar profit 
of $55,000. The adjusted total cost of $1,100,000 and the projected dollar 
profit of $55,000 are then added to compute a projected total sales of 
$1,155,000. 

To find the figure by which the prices yielding the actual total sales of 
$1,080,000 must be multiplied to produce the projected total sales of $1,155,- 
000, the latter figure must be divided by the former. $1,155,000 divided by 
$1,080,000 = 1.069. This result is your price increase factor. 

(c) How to apply the price increase factor to articles in a product group. 
Having used Method B to calculate a price increase factor for a product 
group, proceed as follows to calculate adjusted maximum prices for all the 
articles in each product in that group which is eligible for adjustment. 

Step 1. Multiply by the price increase factor for the product group the 
October, 1941, price of the best-selling article in each eligibie product line 
to the largest-buying class of purchaser of that article. This gives the 
adjusted maximum price for the best-selling article to that class of pur- 
chaser. 

Step 2. Find the percentage by which this adjusted maximum price for 
the best-selling article exceeds its existing maximum price to the same class 
of purchasers. 

Step 3. Increase by the percentage found in Step 2 your existing maxi- 
mum price to each other class of purchaser of the best-selling article and 
to each class of purchaser of every other article in the same product line. 
The result in each instance is your adjusted maximum price. A discount 
or allowance, such as a “cash discount,” which is applicable to all your 
classes of purchasers, must be applied after the adjusted maximum price has 
been calculated. 

S. O. 119 then goes on to a discussion of special cases (Art. IV) covering: 


1. Manufacturers for whom October, 1941, was not a representative month. 
2. “Reconversion products,” i.e., new products not made in 1941. 
3. Manufacturers performing distributor’s functions. P 


The first case applies to a manufacturer who may not have a ceiling be- 
cause he did not deliver the article in March, 1942, or who may have altered 
the best-selling article so that the article on which he now has a ceiling 
is qibstantially different from the 1941 article. Or, after 1941, he may 
have dropped his best-selling article and substituted a new, but comparable, 
model in his product line. 

Under certain conditions a manufacturer.of a new product may obtain 
a new maximum price for a reconversion product. This does not, in general, 
apply where the price of a product has been adjusted under this order or 
for which an industry-wide price increase factor has been authorized. The 
Administrator has, however, discretionary authority to grant an adjustment 
of the “in line” maximum prices for the new product on the basis of infor- 
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mation in his possession where such adjustment would effectuate the pur- 
poses of the order. 

Adjustments in price may also be obtained if a manufacturer distributes 
his product through his own retail outlets. The order cioses with Article V 
governing procedure to be followed to obtain adjustments. 

How reconverting manufacturers may obtain adjustments under this 
order. To apply for an adjusted maximum price under this order, you 
must file an application in duplicate on Form 2488-A or Form 2488-B with 
the OPA District Office for the district in which your principal place of 
business is located. You may get copies of Form A or Form B from any 
Regional or District OPA Office. If you qualify for adjusted maximum 
prices, OPA will issue an order under this section fixing new maximum 
prices or stating a percentage amount by which your 1941 prices may be 
increased. 

Before such an order is issued, you may not increase your maximum 
prices. If you do not qualify for an adjusted price or if your application is 
defective, OPA will give you appropriate notice. You may, of course, con- 
tinue to sell at your existing lawful maximum prices. 

OPA Announces “Profit Factors’—The Office of Price Administration 
on July 25, 1945, announced the “profit factors” to be used by certain recon- 
verting manufacturers in determining their individual adjustments in ceiling 
prices as prescribed in the recent rulings reported above. The factors will 
be used only by reconverting manufacturers who either: 

1. Need a higher price than would result from application of the in- 
dustry-wide increase factors now being issued for industries that 
have been engaged almost wholly in war work, or 

2. Need an immediate pricing method, before the industry to which 
they belong requests or receives an industry-wide increase factor, or 

3. Who are in an industry which, as a whole, did not convert to war 
work and, therefore, will not be assigned an industry-wide increase 
factor. 


The industries, industry groups, and the profit factors are: 

(1) Specified industries: Aluminum cooking utensils (sheets)—62 
per cent; aluminum cooking utensils (cast)—2.3; bicycles—3.8; clocks and 
watches—5.5; coin operated machines—2.4; household scales—4.1; lighting 
fixtures—2.6; metal caskets—1.6; metal office furniture—5.4; metal toys— 
5.1; musical instruments except pianos and organs--3.1; office and @tore 
machines—8.9; photographic accessories and equipment—81; radios and 
plLonographs—3.0; safes and vaults—3.9; small firearms—4.7; wood and 
upholstered furniture—1.6; 

(2) Industry groups: Beds, mattresses, etc—32 per cent; small elec- 
trical appliances—4.9; sporting goods—3.1; miscellaneous non-ferrous metal 
products—5.2; other miscellaneous durable products—3.6; other wood prod- 
ducts—3.6. 
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